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Framework for the Preparation & Presentation of Financial Statements. 
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A^MPTIONS 

1. Economy entity 

2. Going concern 

3. Monetary unit 

4. Penodtoty 

5. Accrual 


PRINCIPLES 

1. Measurement 

2. Revenue recognition 

3. Expense recognition 

4. Full disclosure 


CON STRAINTS 
1. Cost 


Third level 

The "how" — 
implementation 
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QUALITATIVE 

CHARACTERISTICS 

1. Fundamental 
qualities 

2. Enhancing 
qualities 


ILLUSTRATION 2-7 
Conceptual Frameswrk 
for Financial Reporting 


ELEMENTS 


Assets 

Liabilities 

Equity 

Income 

Expenses 


Second level 
Bndge between 
levels 1 and 3 
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OBJECTIVE 
Provide information 
about the reporting 
entity that is useful 
to present and potential 
equity investors, 
lenders and other 
creditors m their 
capacity as capital 
providers 


First level 

The "why" — purpose 
of accounting 


. 6i dUjirf Emil Wolf 

The IASB Framework covers the following topics: 

• The objective of financial statements c-Pb (JuusSh 

• Underlying assumptions oUsijsi^ij 

• Qualitative characteristics of financial statements ^IjaU a-pjJi jojLo * Jij 

• The elements of financial statements SJuIi 4 

• Recognition of the elements of financial statements ^^51 1 j> iji Ui 

• Measurement of the elements of financial statements bg-obi 

• Concepts of capital and capital maintenance <u)Ip Juil j »\ j > ^Ujl 
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International Financial Reporting Standards 
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Enables the IASB to issue more useful and consistent pronouncements over time, 
standards will not < ji- ja coherent set of standards should result : 

be consistent 

jS- 6$ 

Second, as a result of a soundly developed conceptual framework, the profession should 
be able to more quickly solve new and emerging practical problems by referring to an 
existing framework of basic theory. 

assume that Aphrodite Gold Ltd jay3\ syrj *43 dUyij 

ji p-gj.-M ui J' <• Sold two issues of bonds 55^4 Ji 

jS\ 


It can redeem them either with $2,000 in cash or with 5 ounces of gold, whichever is 
worth more at maturity 

Both bond issues have a stated interest rate of 8.5 percent. At what amounts should 
Aphrodite or the buyers of the bonds record them? What is the amount of the 
premium or discount on the bonds? And how should Aphrodite amortize this 
amount, if the bond redemption payments are to be made in gold (the future value 
of which is unknown at the date of issuance)? 

Consider that Aphrodite cannot know, at the date of issuance, the value of future 
gold bond redemption payments. 

uuuuu ijMJt ^ 

It is difficult, if not impossible, for the IASB to prescribe the proper accounting 
treatment quickly for situations like this or like those represented in our opening story. 

Lai 

Practicing accountants, however, must resolve such problems on a daily basis. How? 

Through good judgment and with the help of a universally accepted conceptual 
framework, practitioners can quickly focus on an acceptable treatment. 


conceptual framework JU judgment Ji JL> 
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Most preparers and users of financial statements recognize that there is a need for a 
formal conceptual framework and that this can be useful in a number of ways. 


Ji dSb j* ^ 

IASB has stated that the purpose of its Framework for the Preparation and 
Presentation of Financial Statements is to national standard-setting bodies 

4 jA** (ji**. national standard-setting bodies ja i IASB Ji j# 

• Assist the IASB with the development of new international accounting standards. 

• Assist national standard-setting bodies to develop accounting standards for their 
own country. 

• Provide guidance for the preparation of financial statements, both in applying 
accounting standards and in dealing with items that are not the subject of any 
accounting standard. 

• < w-J g 

Help auditors to form an opinion on whether a set of financial statements complies 
with international accounting standards 

Assist users in understanding financial statements that have been prepared in accordance 
with international accounting standards 

Where there is a formal conceptual framework for accounting, accounting practice and 
accounting standards are based on this framework. 

standards Jjl? Js- „ standards inconsistent Js- jik) jL» ^ Ujbj 
. SxjJi ^ vo t-Syua t important issues aJsju 

It can also be argued that a conceptual framework strengthens the credibility of financial 
reporting and the accounting profession in general. 
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